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Report of the Commissioner of Corporations on Cotton Exchanges. 
Part I : Methods of Establishing Grade Differences for Future 
Contracts. Part II: Classification of Cotton. Part III: 
Range of Grades Deliverable on Contract. Part IY: Effect 
of Future Contracts on Prices of Cotton. Part V: Influence 
of Producers' Organizations on Prices of Cotton. (Washing- 
ton: Superintendent of Documents, 1908, 1909. Pp. xxi, 
369; xvi, 217; xxii, 370.) 

This Report, issued in three installments, takes up first the 
nature of the cotton exchange transactions and the modes of set- 
tling contracts for future delivery enforced by the exchanges in 
New York and New Orleans. These are the only exchanges in 
this country on which dealings in cotton for future delivery are 
transacted. There is next discussed the classification of cotton 
recognized and prescribed by these exchanges, and finally the gen- 
eral effect of dealings in futures on the prices of cotton. For the 
purposes of this review it will be best to reverse this order and con- 
sider first the general results which follow speculative transactions. 

The conclusions of the Commissioner tend to support the gen- 
erally accepted view of economists that dealings in futures, when 
rightly carried on, prove beneficial to producers and consumers 
alike, in that they maintain an open market for the sale of com- 
modities and thus spread the fluctuations in prices caused by 
changes in supply and demand over long periods of time, and that 
short selling generally tends to sustain rather than to depress 
prices. Most of the beneficial effects of dealings in futures are 
found in the practice of "hedging," and hedging contracts form 
the great majority of contracts for future delivery. Attention is 
rightly called, however, to the fact that the beneficial effects of 
hedging are not due, as has often been said to be the case, to the 
distribution of risks among all the parties to the future delivery 
contract. They are due rather to the fact that in this way the 
risks due to changes in prices are concentrated upon a single class 
of expert risk-takers, viz., the speculators. It is precisely because 
the rules of the New York Cotton Exchange tend to defeat this 
concentration of risks that the methods of this exchange are sub- 
jected to severe criticism by the Commissioner of Corporations 
in all parts of the Report. 
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Under the rules of both the New York and New Orleans Cot- 
ton Exchanges sales of cotton for future delivery are based on the 
price of "middling" cotton. When the time for delivery arrives, 
however, the seller has the option of delivering any one of eighteen 
grades of cotton or a combination of these grades. This option 
itself is of great advantage to the seller and a corresponding dis- 
advantage to the buyer, since the latter can seldom use this cot- 
ton for actual delivery to his customers but must in turn sell it 
for such prices as it will then bring on the "spot" market. The 
necessity of allowing the seller this option of delivery is, however, 
admitted by the Commissioner. To compel the seller to deliver 
"middling" or any other specified grade of cotton would often be 
impossible, as it would frequently happen that there would not 
be enough cotton of this specified grade to satisfy existing contracts. 
It is therefore of great importance to the buyer that he should 
know what prices he will be compelled to pay for these various 
grades as compared to the price of middling, on the basis of which 
he has contracted for future delivery. For while the price paid 
for one grade is more or less dependent on the prices paid for the 
other grades, yet the price of each grade also fluctuates more or 
less independently of the others, owing to the peculiar conditions 
of supply and demand for that particular grade. 

On the New Orleans Cotton Exchange the prices to be paid for 
the various grades are determined by what is known as the "com- 
mercial difference" system. The actual prices paid for these 
grades on the spot market are taken as the basis for determining 
the relative values of the various grades when the future delivery 
contract has matured. A committee of the Exchange meets every 
day and on the basis of the day's actual sales of spot cotton quotes 
the prices of the various grades. The relative values of the various 
grades as compared with middling on the sixth day prior to the 
actual delivery determines the prices at which the future delivery 
contracts are to be settled. In this way the buyer loses or gains 
little more than the difference between the price at which he has 
agreed to take middling cotton and the price of middling on the 
spot market at the time the contract matures. The seller likewise 
gains or loses an equal amount. 

On the New York Cotton Exchange, on the other hand, the sys- 
tem of "fixed differences" prevails. Spot sales are not numerous 
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on the New York Exchange and the prices at which such sales are 
made are not used a the basis of determining the relative values 
of the various grade offered in settlement of future delivery con- 
tracts. A committe of the exchange known as the revision com- 
mittee meets twice a year, once in September and once in Novem- 
ber and establishes arbitrarily the differences in prices between 
the basis-grade, middling, and the other grades. These differ- 
ences thus established hold good until the next meeting of the 
committee, two months hence or ten months hence as the case 
may be. 

Since the grade differences established in this arbitrary fashion 
seldom coincide with the actual price differences at the time of 
delivery, it follows that the loss due to these erroneous differences 
falls upon the buyer rather than upon the seller. The buyer 
knows that the seller will offer for delivery those grades which are 
overvalued most by the fixed differences established by the Exchange 
committee. In order to compensate himself for probable losses he 
seeks to discount these losses by offering less for the contract than 
he would if the system used on the New Orleans Exchange were 
in force. Many of these buyers, it has already been said, are cot- 
ton merchants who are seeking to avoid speculation by purchas- 
ing futures as "hedges" against some other transaction. Under 
the commercial difference system of the New Orleans Exchange 
this escape from speculative risks by means of hedging is practi- 
cable. Under the fixed difference system of the New York Exchange, 
on the other hand, there is only partial escape, for the risks have 
been arbitrarily increased. 

It is not alone the buying merchant who is unfavorably affected 
by the fixed difference system. Much of the cotton in the South 
is purchased on the basis of the prices offered on the exchanges 
for future delivery. The cotton merchant instructs his agents 
in the interior to offer the farmer for his cotton so many "points" 
(hundredths of a cent) "on" or "off" the future delivery prices 
for that day. Owing, however, to the fact that the buyer's efforts 
to discount the losses due to the fixed difference system result in 
depressing future prices abnormally below the prices paid for spot 
cotton in the large central markets, the price paid to producers for 
their cotton is also at times depressed below its true value. That 
this is a fact seems to be fairly well demonstrated by the price 
statistics and the charts contained in the Report. 
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The "commercial difference" system of the New Orleans Cot- 
ton Exchange is therefore generally commended by the Report, 
while the "fixed difference" system of the New York Cotton 
Exchange is unsparingly condemned. In spite of the fact that the 
authorities of the New York Cotton Exchange still uphold their 
system and assert that its operations are not thoroughly under- 
stood by the Commissioner of Corporations, the findings of the 
Bureau seem conclusive on this point. The language of the Report 
is often that of the advocate rather than that of the investigator, 
but the evidence submitted seems complete and fully sustains 
the position taken by Commissioner Smith. That part of the 
Bureau's report which deals with the influence of producers' 
organizations on prices of cotton is less satisfactory and its con- 
clusions are less reliable. 

M. B. Hammond. 

Ohio State University. 



A Documentary History of American Industrial Society. Supple- 
ment to Volume IV; and Volumes V and VI: Labor Move- 
ment, 1820-1840. By John R. Commons and Helen L. 
Sumner. (Cleveland: A. H. Clarke Co., 1910. Set of 10 
vols. $50.) 

Efforts to furnish a unitary explanation of a nation's history 
have not hitherto met with such success as to justify further 
attempts, but in the introduction to Volume V of the Documentary 
History of American Industrial Society, Professor Commons and 
Miss Sumner have given such an interpretation of American his- 
tory. The movements, not merely along industrial, but also along 
political and social lines, that have accompanied our national 
development between the years 1820 and 1880, have, according 
to them, been directly determined by questions of money, banking, 
and credit. So important do they consider this factor that the 
frontispiece to Volume V consists of a chart showing the movement 
of wholesale prices since 1820; this furnishes the key to the labor 
movement during these years. With the upward turn of prices 
the organization of labor into unions and a policy of strikes begin, 
which are at first successful. Employers then begin to form counter 



